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In early July, Colombia, Brazil, and the five coffee- producing countries in Central America agreed
to pull together into a new regional coffee organization to limit their exports to increase world
market prices, which plummeted by more than 50% in the last four years. The participating nations
which already agreed to cut their own exports by 20% starting in October hope to broaden the
cartel into a worldwide producers' organization to include African and Asian countries. Although
world prices have already begun to rise in response to the initiative, skeptics question whether the
producer nations will be able to maintain unity in the medium to long term, since disagreements
among producers in large part contributed to the 1989 collapse of the previous quota system
negotiated through the International Coffee Organization (ICO). Until 1989, consumer and producer
nations which participate together in the ICO cooperatively negotiated export quotas for member
countries to control the world coffee supply and maintain minimum prices. The International
Coffee Agreement (ICA) broke down in March 1989, however, due to serious inconsistencies in
the ICA's structure, as well as disagreements among the producer nations over assigned quotas.
On the one hand, the ICA outlined a two-tiered price structure that guaranteed high rates for
quality coffee exported through the quota system, while allowing low-grade coffee to be sold at
reduced prices on the open world market. But the scheme allowed the producer nations to dump
their high-quality coffee on the world market after exhausting ICO annual quotas, since non-ICO
consumer nations could freely purchase high-grade coffee outside the quota at lower prices than
ICO member countries were forced to pay. In addition, the constraints of regulated trade led to
rampant smuggling and a huge black market in coffee in the ICO consumer nations themselves.
On the other hand, the producer nations quarrelled among themselves each year for a greater
share of the world quota, since those countries were forced to annually stockpile high-grade coffee.
Consequently, by 1989 many producer countries argued against maintaining the quota system, since
they believed they could earn more if they could sell off their total annual produce in a liberalized
international market. Not surprisingly, however, after the collapse of the ICA quota system, world
prices plummeted as the producer nations scrambled to sell off their reserves, flooding the market.
According to statistics compiled by export department of the Costa Rican Coffee Institute, a 100
lb. bag of coffee earned US$152.04 in March 1989, but by May 1993, the same bag earned only US
$61.31 a 60% drop that represents the lowest world market prices in real terms since the 1920's.
The World Bank estimates that by 1991, the price crunch had cost producer nations about US$3
billion. While the three largest producers in Latin America Brazil, Colombia, and Mexico have been
seriously hurt, the smaller producers in Central America may have suffered the most since their
economies are so dependent on coffee exports. Coffee accounts for an average 25% of GDP in the
five coffee producing nations in Central America: Guatemala, Honduras, El Salvador, Nicaragua,
and Costa Rica. Since the ICA collapse, those countries together lost more than US$1 billion. As a
result, the producer nations have continuously pushed for the resurrection of the ICA quota system
at each annual ICO meeting since 1990, but to no avail, largely because the consumer nations now
oppose quotas that could artificially drive up world market prices. According to the Council on
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Hemispheric Affairs' Washington Report on the Hemisphere, at the last ICO meeting in March
1993, Latin American representatives openly accused consumers of being "predisposed" to reject
any price support proposals. Given the failure of ICO negotiations, Latin American coffee exporters
are now working to create a worldwide organization of producer countries to unilaterally control
supply independently from consumers to drive up international prices. The initiative was originally
proposed last May by Brazil and Colombia, the world's two largest coffee producers. "We don't
want a coffee producers' cartel that would set world prices like the Organization of Petroleum
Exporting Countries, but we must find ways to protect our coffee production because there are
a lot of people who completely depend on coffee to survive," said Brazil's Trade Minister, Jose
Eduardo Andrade, who personally proposed the organization's formation to Colombia and the
Central American countries during an informal conference last May. "Unity is fundamental to
safeguard our collective interests." The proposal was formally approved at a July 1-4 conference
in Guatemala of trade ministers from the Central and South American coffee exporting countries.
Among the accords reached at the meeting, participants agreed to retain 20% of their exports
in the upcoming 1993/1994 harvest, which begins in October. The goal is to cut exports below
annual consumption to force the consumer countries to begin depleting their reserves, estimated
at between 19 million and 21 million 100 lb. sacks. The export retention, which takes effect Oct.
1, will be revised every three months to readjust the percentage of coffee exports to be retained
in accordance with increases in international prices. The initial goal is to push prices above US
$80.00 per 100 lb. bag. "So far, our target is not even US$100.00 per bag," said Ricardo Seveers,
president of Costa Rica's National Chamber of Coffee Growers. "We simply want to reach a point of
equilibrium that floats between US$80.00 and US$90.00 before we consider lowering the retainment
percentage." To oversee the agreement's implementation and coordinate future negotiations on a
permanent basis, the participating countries agreed to form a Latin American Coffee Organization
(Organizacion Latinoamericana del Cafe, OLC). The OLC will likely hire an international accounting
firm to police the agreement, conducting periodic audits of member countries' exports. The OLC's
founding statutes should be approved by members in August, but the organization will probably
not be legally inaugurated until later this year, since the legislatures of all the member nations
must approve the final accords. The OLC's formation and the initial agreement to retain 20% of
exports are considered just the first steps toward creating an International Confederation of Coffee
Producers, which would eventually include exporters from Africa and Asia. The OLC countries
will meet with 14 of the 25 members of the Inter-African Coffee Organization (IACO) in Uganda
Aug. 14-16 to discuss the world confederation, which the OLC hopes to have formed by October.
Indonesia the world's third largest coffee producer after Brazil and Colombia is also expected to
attend the Uganda conference. So far, IACO nations have responded positively to the confederation
proposal. "This is welcome news," said Kenyan Coffee Board manager Alex Ole Murunga, who
affirmed that Kenya would also retain some of its exports if all other key producers agreed to such
measures. "It will definitely boost prices and we are inclined to go along with it." Indonesia also
responded favorably, although that country's willingness to retain exports will depend on the
outcome of the August conference. "We are ready to talk because we need ways to make the coffee
price better," said Indonesian Agriculture Minister Syarifudin Baharsyah. Even if the IACO and
Asian nations reject the export retainment proposals, the agreement by Latin American countries
to retain 20% of their exports in October should have a significant impact on prices. The Latin
American nations combined produce about 55 million 100 lb. sacks per year about 65% of the
estimated worldwide output of 85 million bags per year. Indeed, immediately following the early
July agreement to form the OLC and retain exports, coffee began to rise on the New York Coffee,
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Sugar, and Cocoa Exchange, although in part, concerns over poor weather in Brazil contributed to
the price hike. On July 31, coffee for September delivery closed at 76.55 cents per pound, up from
64.70 cents at the end of June and the highest price since 1992. Still, despite such positive signs,
skeptics question whether the OLC and eventually the international producers confederation will
be able to maintain unity and enforce compliance by their members in the medium to long term.
Market analysts question whether the participating nations will agree to continue withholding their
reserves once prices climb significantly, since the constantly-growing stockpiles accumulated under
the pre-1989 ICA eventually turned the producer nations against the previous quota system. "If they
weren't able to resolve their differences at the ICO, it is unlikely they will manage to now," said
Peter Greehalgh, an analyst for the Landell Mills brokers firm. Moreover, some producer nations
are likely to resist joining the confederation to take advantage of higher prices and the reduction
in world output to increase their own exports and boost market share. In fact, Mexico the world's
fourth largest producer after Indonesia has already refused to participate in the confederation,
allegedly to avoid disrupting negotiations with the US and Canada over the North American Free
Trade Agreement (NAFTA). "If world prices rise thanks to the cartel, that is fine with us, but we
will not restrict trade just before a trade agreement," said Genaro Hernandez de la Mora, president
of the Mexican Association of Coffee Exporters. And, if the US and other consumer countries
impose retaliatory measures against the coffee producing nations, adverse lobbying by domestic
business groups in the producer countries will also grow, making the export retainment agreement
difficult to maintain. [Sources: Spanish news service EFE, 05/21/93, 05/25/93, 06/17/93; United Press
International, 07/04/93; Inter Press Service, 05/17/93, 07/16/93; Central America Report (Guatemala),
07/16/93; Inter-American Trade Monitor, 07/09/93, 07/19/93; Agencia Centroamericana de NoticiasSpanish news service EFE, 07/20/93; New York Times, 07/07/93, 07/14/93, 07/31/93; Agence FrancePresse, 05/22-26/93, 06/02/93, 08/06/93; Washington Report on the Hemisphere, 08/06/93; Notimex,
04/19/93, 05/11/93, 06/30/93, 07/04/93, 07/19/93, 08/04/93, 08/08/93]
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